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Notes
Statements of Position of the Accounting 
Standards Division are issued for the general 
information of those interested in the subject. 
They present the conclusions of at least a 
majority of the Accounting Standards 
Executive Committee, which is the senior 
technical body of the Institute authorized to 
speak for the Institute in the areas of financial 
accounting and reporting and cost accounting 
The objective of Statements of Position 
is to influence the development of accounting 
and reporting standards in directions the 
Division believes are in the public interest. It 
is intended that they should be considered, as 
deemed appropriate, by bodies having 
authority to issue pronouncements on the 
subject. However, Statements of Position do 
not establish standards enforceable under the 
Institute’s Code of Professional Ethics.
FINANCIAL REPORTING FOR SEGMENTS OF A BUSINESS ENTERPRISE
The Accounting Standards Executive Committee of the 
American Institute of Certified Public Accountants has considered 
the Discussion Memorandum, Financial Reporting for Segments of a 
Business Enterprise, dated May 22, 1974, and has formulated on 
behalf of the Accounting Standards Division this Statement of 
Position on the issues raised in that document.
This Statement of Position has been prepared within the 
frame of reference of existing accounting principles concerning 
the nature of assets and liabilities, revenues and expenses, and 
the broad qualitative objectives of financial reporting, such as 
relevance and materiality, neutrality and reliability, as well 
as verifiability.
MAJOR CONCLUSIONS
The Division has concluded that financial information 
about segments of a business enterprise is useful in analyzing 
the activities of the enterprise as a whole and should, therefore, 
be included in financial statements. The Division offers the 
following major recommendations with respect to such information:
• Financial information about business enterprises 
should be segmented into areas of economic 
activity which correspond to broad industry 
groupings.
• Segment sales and segment income, determined 
by the "segment contribution approach", 
should be required to be reported.
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• Segment information should be required only from 
publicly traded companies as defined in Opinion 
No. 28 of the Accounting Principles Board.
As noted above, the Division believes that segment 
information is useful in analyzing the activities of a business 
enterprise as a whole. The organization and operations of 
business enterprises may vary substantially between companies. 
Accordingly, in order to insure that reported segment informa­
tion will be the most useful, the Division recommends that 
any FASB Statement offer broad guidelines rather than detailed 
prescriptions. The Statement should be restricted to estab­
lishing reasonable minimum reporting requirements, but should 
encourage companies to experiment in developing the most mean­
ingful disclosure of segment information.
The remainder of this Statement of Position presents 
the Division’s comments as well as certain minority viewpoints 
on the individual issues set forth in the Discussion Memorandum.
ISSUE ONE: SHOULD INFORMATION ABOUT 
SEGMENTS OF A BUSINESS BE 
INCLUDED IN FINANCIAL STATEMENTS?
The Division believes that financial information about 
segments of a business enterprise is useful in analyzing the 
enterprise as a whole and should, therefore, be included in 
the financial statements.
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Question 1 .1 : Is Segment Information Useful for Investment
and Credit Decisions?
Segment information would provide users with additional 
information which can be used in estimating an enterprise’s 
prospects for growth and profitability and in evaluating the 
risk associated with an investment or credit decision. Users 
might also find such information helpful in assessing manage­
ment performance.
Segment information does have characteristics result­
ing from pricing and cost allocation policies, interdependence, 
etc., which are not found in financial information for an enter­
prise as a whole. While the user should be alerted to these 
characteristics, information should not be withheld because 
of them.
Question 1.2: If Segment Information is Useful, for What
Purpose Would Such Information be Used in 
Making Investment and Credit Decisions?
Segment information could presumably be used to analyze 
the enterprise, to make comparisons among enterprises and to 
make comparisons with aggregate economic data. Whether segment 
information would in fact be used for these purposes is a ques­
tion best answered by other respondents.
Segment information is, however, most useful in analyz­
ing an enterprise. Different operating and organizational 
characteristics among companies may make comparisons between 
segments of different enterprises misleading in some cases.
In addition, the different degrees of interdependence of segments 
found in different enterprises will also make comparisons, 
particularly comparisons of segments to companies with a single
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line of business, possibly misleading. For similar reasons, 
comparisons with aggregate economic data might not be meaningful.
The Division recognizes that comparison is a step in the 
process of making an investment or credit decision and therefore 
suggests that any Statement contain a warning as to the limita­
tions inherent in making segment comparisons.
Question 1.3: What are the Implications for Business Enterprises
if Segment Reporting Were Required?
The Division recognizes that there may be competitive, 
legal, and cost implications resulting from requirements for 
segment reporting by business enterprises, but believes that 
these can best be discussed by other respondents.
Question 1.4: To What Extent is Segment Information Objectively 
Verifiable?
The Division has recommended the reporting of segment 
information which it believes can be objectively verified, 
provided the Board establishes adequate guidelines for determin­
ing segmentation. Verifiability should be considered by the 
Board if it imposes more detailed reporting requirements.
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ISSUE TWO: WHAT APPROACH SHOULD 
BE TAKEN IN SPECIFYING SEGMENTS 
TO BE REPORTED EXTERNALLY?
The Division recommends that business enterprises be 
segmented by area of economic activity corresponding to broad 
industry groupings, often referred to as lines of business.
The Board should not prescribe detailed rules for identifying 
segments; rather, it should establish broad guidelines which 
would be meaningful to users. Such guidelines might relate 
to different prospects for growth (as evidenced, among other 
things, by organizational structure, historical experience and 
long-range plans), different degrees of risk, and extent of 
vertical integration.
The Division considered segmentation by market or 
geographical area. While disclosure of data by market or 
geographical area may be useful, it was felt that these areas 
of economic activity should not form the primary basis for 
identifying business segments for financial reporting.
The Division recommends that the Board compare its seg­
mentation guidelines to those for "segment of a business" contained 
in APB Opinion No. 30 and take such action as may be necessary to 
define any distinctions which might be intended.
There is, it should be noted, a minority viewpoint within 
the Division which advocates the inclusion of an illustrative list 
of examples in any FASB Statement.
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Question 2.1: How Should the Significance of a Segment be 
Determined?
Information should not be required to be reported for 
a segment unless either segment sales or segment contribution 
exceeds 10% of the respective totals for the enterprise.
Question 2.2: With What Degree of Specificity Should an FASB 
Statement of Financial Accounting Standards on 
Reporting for Segments of a Business Enterprise 
Prescribe the Basis (or Bases) of Segmentation?
The Division favors broad guidelines for assisting 
management in the selection of an appropriate basis of segmenta­
tion. Susceptibility to objective verification should be con­
sidered in establishing those guidelines.
ISSUE THREE: WHAT SEGMENT INFORMATION 
RELATED TO THE RESULTS OF OPERATIONS 
(INCOME STATEMENT) SHOULD BE REPORTED?
The Division recommends reporting segment sales and 
segment income, determined under the "segment contribution 
approach".
Question 3.1(a): Should Intersegment Transfers be Included in
Segment Sales and, if so, Should a Method(s) 
be Specified for Pricing Intersegment Transfers?
Intersegment transfers should not be included in segment 
sales. These transfers should be treated as reductions of segment 
costs. The Division does not believe that intersegment transfers 
meet the criteria for sales. Furthermore, it is unlikely that 
such transfers would be material if an enterprise were segmented 
by lines of business.
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The Division does not believe that a method for costing 
intersegment tran sfers should be specified.
Question 3.2(a): Should Common Costs Which are not Traceable
to Individual Segments be Allocated to the 
Various Segments and, if so, on What Basis?
Allocation of common costs which are not directly 
associated with individual segments should not be required.
Since, in the Division's opinion, segment information should 
be used in analyzing an enterprise as a whole and not in making 
comparisons among enterprises, the usefulness of the information 
is not impaired if such common costs are not allocated. Companies 
which choose to allocate such costs should not be prohibited from 
doing so.
Question 3 .2 (b): Should Interest Expense be Attributed to Segments?
If so, Should any Other Cost of Capital (e.g., 
Dividends on Preferred Shares Attributed to a 
Segment or the Cost of Equity Capital in General) 
be Attributed to Segments?
Interest expense should not be required to be attributed 
to segments.
Question 3.2(c): Should Unusual or Infrequently Occurring Items
(as Defined in APB Opinion No. 30) be Attributed 
to Segments?
The Division did not reach a majority position on this 
question. Substantial support did exist for attribution because 
such items are part of the earnings history of the segment. On 
the other hand, there was support for an answer in the negative, 
because these items would distort the normal relationship of 
segment contribution to segment sales. Concern was expressed 
about the difficulty of identifying all the items which could 
be considered unusual or infrequently occurring in relation 
to the operations of each segment.
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Question 3.2(d) : Should Income From Investee Companies
Accounted for by the Equity Method be 
Attributed to Segments?
The Division feels that income from investee companies 
accounted for by the equity method should be attributed to seg­
ments if such income relates to a reported area of economic 
activity. In some instances, income from investee companies 
could also constitute a segment of an enterprise.
However, significant minority support exists for an 
answer in the negative. Those holding that view believe that 
attribution of income from investee companies would distort 
the normal relationship of segment contribution to segment sales, 
and believe that appropriate information is already available, 
if material, through the disclosure requirements of APB Opinion 
No. 18.
Question 3.2(e): Should Income Taxes be Allocated to Segments
and, if so, on What Basis?
Allocation of income taxes to segments should not be 
required. Allocation of income taxes, which are similar to 
common costs and are usually levied against the enterprise as 
a whole, would in many cases result in arbitrary judgments 
unrelated to the operations of a segment.
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Question 3.2(f): Should Extraordinary Items be Attributed
to Segments?
Extraordinary items, as defined by APB Opinion No. 30, 
would "be of a type clearly unrelated to, or only incidentally 
related to, the ordinary and typical activities of the entity”. 
The Division believes attributing extraordinary items to segment 
operations would serve no useful purpose.
Question 3 .2(g): Should the Cumulative Effect of a Change in
Accounting Principle be Attributed to Segments?
The Division does not recommend attributing the cumula­
tive effect of a change in accounting principle to segments. 
However, reporting of retroactively applied accounting changes 
or pro forma effects of accounting changes as if retroactively 
applied should parallel the provisions of APB Opinion No. 20.
Question 3.2(h): Should the Minority Share of Income be
Deducted From the Results of Operations 
of the Segments to Which it is Attributable?
The Division views the minority share of income as
similar to common costs and recommends that its deduction in
determining segment contribution not be required.
ISSUE FOUR: WHAT SEGMENT INFORMATION RELATED 
TO THE FINANCIAL POSITION OF AN ENTERPRISE 
(BALANCE SHEET) SHOULD BE REPORTED?
The Division does not believe that the reporting of
segment balance sheet information should be required. The
Division was influenced in reaching this decision primarily
by the difficulty, as described in the Discussion Memorandum,
of identifying assets and liabilities with segments on a useful
basis.
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A minority within the Division, however, favors a require­
ment to report selected balance sheet information by segment, 
particularly receivables, inventory and property.
ISSUE FIVE: WHAT SEGMENT INFORMATION RELATED 
TO THE STATEMENT OF CHANGES IN 
FINANCIAL POSITION SHOULD BE REPORTED?
No segment information related to the statement of changes 
in financial position should be required. The Division holds this 
view whether or not any segment balance sheet information is presented.
ISSUE SIX: WHAT DISCLOSURES ARE NECESSARY 
IN ADDITION TO SEGMENT INFORMATION RELATING 
TO THE INCOME STATEMENT*
BALANCE SHEET, AND STATEMENT OF CHANGES IN FINANCIAL POSITION?
Question 6.1: What Additional Information Might be Disclosed 
 for Segments?
The general disclosures described in the Discussion 
Memorandum are appropriate. Such disclosures should, however, 
be required only when they are meaningful and when alternatives 
are available. When presentations of segment information are 
made which exceed the requirements of the Statement, appropriate 
disclosures, such as bases of allocation, should be made.
If unusual or infrequently occurring items are attributed 
to segments, the nature and amount for each segment should be 
disclosed.
Question 6.2: What Disclosures of the Type Generally Made in
Financial Statements (e.g., Accounting Policies,
Method of Inventory Pricing) Should be Made on 
a Segmented Basis?
Policies particular to the segment which are not specifically 
set forth in the summary of significant accounting policies should be 
disclosed. The method of revenue recognition or the method of inven­
tory costing used by individual segments are examples of policies 
which may at times need disclosure.
-  11  -
ISSUE SEVEN: TO WHICH BUSINESS ENTERPRISES 
SHOULD A REQUIREMENT FOR REPORTING 
SEGMENT INFORMATION BE APPLICABLE?
A task force of the Accounting Standards Division is 
presently studying the application of generally accepted account­
ing principles to small and closely-held businesses, but has not 
yet completed its work. Until that time, the Division recommends 
that a requirement for reporting segment information should be 
applicable only to publicly traded companies. A publicly traded 
company should be defined in accordance with APB Opinion No. 28:
"...any company whose securities trade in a public 
market on either (1) a stock exchange (domestic or 
foreign) or (2) in the over-the-counter market 
(including securities quoted only locally or 
regionally). When a company makes a filing with 
a regulatory agency in preparation for sale of 
its securities in a public market it is considered 
a publicly traded company for this purpose."
ISSUE EIGHT: HOW SHOULD SEGMENT 
INFORMATION BE PRESENTED?
The Division believes segment information should be 
viewed as an elaboration or amplification of the financial state­
ments of the enterprise. While segment information should be 
reported in the basic financial statements, the information itself 
should not be considered a new basic financial statement.
The method of presentation within the financial statements 
should be left to the judgment of management.
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ISSUE NINE: UNDER WHAT CIRCUMSTANCES SHOULD 
PREVIOUSLY REPORTED SEGMENT INFORMATION 
WHICH IS PRESENTED IN THE CURRENT PERIOD 
FOR COMPARATIVE PURPOSES BE RETROACTIVELY RESTATED?
Previously reported segment information which is presented 
in the current period for comparative purposes should be retro­
actively restated for changes in the basis of segmentation (which, 
in some cases, might relate to organizational changes) and for 
accounting changes given retroactive effect in the basic financial 
statements. Segment information after a business combination 
should be presented following the guidelines of APB Opinion No. 16.
To do otherwise would lessen the usefulness of comparative disclosure.
ISSUE TEN: TO WHAT EXTENT SHOULD SEGMENT 
INFORMATION BE INCLUDED IN INTERIM FINANCIAL REPORTS?
The segment information required by the FASB Statement 
should be included in interim reports to the extent that such 
segment information supports data included in the interim 
reports. APB Opinion No. 28 sets forth the minimum disclosure 
requirements for interim reports.
ISSUE ELEVEN: HOW SHOULD THE TRANSITION TO A 
REQUIREMENT FOR INCLUSION OF SEGMENT 
INFORMATION IN FINANCIAL STATEMENTS BE EFFECTED?
Question 11.1: What Should be the Effective Date of a new
Requirement?
A new reporting requirement should become effective 
for fiscal years ending after one year from the date of the 
FASB Statement, but any such requirement should not apply to 
interim periods ending prior to such fiscal year-end.
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Question 11.2: To What Extent Should Segment Information
Relating to Periods Prior to the Effective 
Date be Required for Comparative Purposes?
The Division believes that comparative segment informa­
tion for all periods for which basic financial statements are 
presented would be useful. However, recognizing the difficulty 
this may cause some companies, the Division recommends that 
presentation of comparative information for periods prior to 
the effective date should be encouraged but not required.
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